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1985 General Assembly. This report is made pursuant to Section

12 of 1983 Session Laws Chapter 1112 and is transmitted by the

Commission for the General Assembly's consideration.
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BACKGROUND

On May 11, 1984 Representative Margaret B. Hayden introduced

House Joint Resolution 1032 authorizing the Legislative Research

Commission to study the feasibility of establishing a cafete-

ria-style benefits program for all teachers and state employees.

That bill, cosigned by Representatives Brennan, Easterling,

Gentry, Hauser, Quinn and Thomas, was referred to the House Rules

Commission from which it was favorably reported on May 19, 1984.

The bill was then rereferred to the Appropriations Commission and

was subsequently enacted, in a modified form, as Section 12 of

Chapter 1112 of the 1983 Session Laws (See Appendix A)

.

The specific legislative mandate of this study commission is

found at Section 12(b) which reads:

" (b) The Commission on a Cafeteria-Style Benefits

Program for Teachers and State Employees shall study the fea-

sibility of establishing a cafeteria-style benefits program for

all teachers and State employees. The Commission shall study the

current benefits offered by the State to determine which, if any,

of these benefits could be incorporated into a cafeteria-style

benefits program and shall also study benefits not offered by the

State to determine whether additional benefits could be offered

through a cafeteria-style benefits program. The Commission shall

determine the dollar amount of benefits that could be allocated

to each employee under a cafeteria-style benefits program and the
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cost to the employee of each benefit that could be included in

this type program. The Commission shall consider whether any

restrictions, such as a specified waiting period or a physical

examination, should apply to the selection of any benefits."

The Commission consists of five Representatives and five

Senators with Representative Margaret B. Hayden and Senator Lura

Tally serving as Cochairpersons (See Appendix B for a list of the

Commission members)

.

The Commission is required by Section 12 (g) to report to the

General Assembly on or before February 15, 1985.

MEETINGS

The Commission held four meetings on October 12, 1984,

November 20, 1984, December 14, 1984, and January 10, 1985.

At the first meeting the Commission considered the results

of an informal survey of the other forty-nine states, of private

industry, and of local governments, both in North Carolina and

nationally, conducted by the Commission staff. The Commission

heard from the Office of State Personnel and the Department of

Public Instruction concerning current employee benefits, and

spokesmen from organizations representing state employees,

teachers, and school administrators. The Commission also con-

sidered various information ranging from newspaper and magazine

articles concerning cafeteria-style benefit plans to recent

federal tax law amendments and regulations, in order to better

define the scope of the study. (See Appendix C for a list

of all persons making presentations to the Commission during

its deliberations.)
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At the second meeting the Commission considered the cafe-

teria-style benefit plans currently in existence in North

Carolina and elsewhere, and heard presentations from a consulting

firm which assists clients in establishing cafeteria-style

benefit programs and from the Urban Center at North Carolina

State University, to determine the feasibility of surveying state

employees and teachers concerning their needs and desires for a

cafeteria-style benefit program. The Commission heard a presenta-

tion from representatives of the County of Catawba which has

recently implemented a cafeteria-style benefit program, which

apparently is the only county cafeteria-style benefit program in

the United States.

At the third meeting the Commission heard a presentation

from a representative from the Office of State Personnel

concerning its 1984 survey of state employees concerning the need

for day-care benefits. The Commission heard a brief report from

the Commission Counsel concerning relevant recommendations made

by the Legislative Research Commission study committees. The

Commission gave the staff instructions for the preparation of a

report containing its findings and recommendations.

At the fourth meeting the Commission approved this report to

the 1985 General Assembly.

(For details of all presentations and deliberations see the

minutes of the Commission meetings which are on file in the

Legislative Library.)
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DISCUSSION

***Costs

The following statistics put tho issue of employee benefits

in perspective:

- Nationally, total employee benefits have grown from $644

per year per employee in 1951 to $7,187 in 1982. The most

dramatic increases have occurred in the last decade when the cost

of benefits almost tripled from $2,544 to $7,187.

- The State of North Carolina spends approximately $6,500,

on average, for benefits of each employee and teacher annually.

- Nationally, average annual benefit payments per employee

rose 495 percent between 1959 and 1980 while average wages rose

231 percent.

- Nationally, in 1959, benefits accounted for 24.7 percent

of payroll; by 1980 they had risen to 41.4 percent of payroll.

- Nationally, in round numbers, the total price tag for

benefits paid by employers was $510 billion in 1982, $550 billion

in 1983, and is estimated to be about $595 billion for 1984, a

16.7 percent increase over two years.

***Work Force

The benefits package offered to most employees was designed

for the "average employee" of the fifties. He was a middle-aged

man with a wife and 2,4 children at home. Today this "average"

worker -.al.es up less than 20 percent of the labor force. It has

been estimated by the U. S. Department of Labor that by 1990, 47%

of the work force will be female and almost four-fifths of these

women will become pregnant during their working lives. By the
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1990's almost half of the labor force will have children under 18

years of age and in two-thirds of these families, both parents

will be employed. In addition to working parents, the work force

consists of a diverse group of single people, married people

without children, and older people both married and single.

Among the reasons for the increased costs of benefits and

for the changing demographics of the work force is economic

inflation. Inflation has not only increased benefit costs and

caused more two-worker families, but it has also made employees

more aware of the cost of their benefits to the employer and the

value of their benefits to themselves. They have become aware

that there are differences between pre-tax costs to the employer

and to the employee and after-tax contributions by the employee

and they are aware of the possibilities of the tax sheltering of

current income so that marginal tax rates will be lower both now

and when they receive the sheltered money later on.

In sum, the employee of tht- 80 's, both nationally and in

North Carolina, is much more aware of potential benefit options

and therefore seems less likely to be satisfied with the standard

benefit package made available to all employees regardless of

individual needs or preferences on a "take-it or leave-it" basis.

The initial responses to dissatisfaction with the standard

benefit package for employees came in the private sector.

Educational Testing Service began a review of its employee

benefits in 1971 and instituted a "cafeteria style" or flexible

benefit program in 1974. ETS presently offers a core package of

benefits paid for by the employer to all employees and allows
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each employee credits equal to a certain percentage of their

salary depending on length of service with which to "purchase"

any of 16 benefit options which range from a mutual fund to

dental care to several retirement options. ETS also allows its

employees to convert these benefit credits into cash wages.

* * *Dp^"i"itions

There are several terms which should be considered, at the

outset. "Cafeteria-style benefits" or "flexible benefits" allow

the employee to select from the "menu" of various benefit options

up to a certain cost. There are "total cafeteria-style programs"

where the employee chooses all of the options or cash. There

are "limited cafeteria-style programs" where employers provide a

core of benefits, such as some health insurance, vacation leave,

sick leave, and some retireifent benefits and the employees are

permitted to spend the savings from this reduced package on other

benefits selected from the "menu".

Two terms which should be distinguished are "flexible

benefit programs" and "flexible compensation programs". The

former, as previously described, allows the employee flexibility

in determining the use of pre-tax dollars spent by the employer

for the employee's benefit, but not taxed to the employee. The

latter are pre-tax dollars which are owed to the employee as

wages or other compensation but which are sheltered through

procedures established by the employer such as additional,

voluntary, contributions to pension programs like the 401K

program which has already been established by the General Assem-

bly. Flexible benefit programs also provide for additional,
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voluntary, contributions of employee after-tax income for employ-

er-established and managed programs providing group life insur-

ance or group dental insurance, for example.

Another term which must be considered is "ZEBRA" which is a

commonly used acronym for "flexible spending arrangements" in

which the employer establishes an account for each employee and

places in that account benefit credits equal to a certain dollar

figure which can be spent by the employee to reimburse himself or

herself for payments made for recognized purposes such as medical

care, dental care, or child care. These ZEBRA accounts have been

the subject of many income tax decisions and rulings, the

problem being that the disapproved plans have allowed the

employee to convert the benefit credits remaining in the benefit

account at the end of the benefit year to cash. The Internal

Revenue Service has ruled that any credits remaining at the end

of the benefit year, usually the fiscal year, must be forfeited

to the employer by the employee.

As can be seen from the above descriptions and definitions,

the tax consequences of the use of various funds for different

purposes plays a big role in the utility of any cafeteria-style

benefit program. The 1978 and 1980 tax laws improved the poten-

tial of flexible benefit plans by allowing more benefits to have

tax-favored basis. The Internal Revenue Service has only recent-

ly released detailed regulations concerning flexible benefit

packages. These regulations are subject to change as a result of

the proposed flat-tax initiatives. The Treasury Department's

proposal would allow deductions for certain minimum employee



benefits and then tax all other benefits as income to the

employee. ,

A survey of all 50 states, conducted by the Conmission

staff, found that there are no states with currently operational

flexible benefit programs and that those states that have

considered studying plans have postponed action until the tax

questions have been answered.

Finally, many of the costs of employee benefits now paid by

the State of North Carolina are mandated either by federal law

(such as Social Security and unemployment compensation) or by

state statutes (such as health insurance and retirement) . There

is an obvious interrelationship between existing statutes and a

cafeteria-style benefit program which must be carefully con-

sidered before any program can be implemented. Alaska has

opted out of the Social Security system for its employees,

possibly in an attempt to "free-up" funds for a cafeteria-style

benefits program for its employees.

FINDINGS AND RECOMMENDATIONS

The Commission finds that it is possible to establish a

cafeteria-style benefit program for North Carolina employees and

teachers but that careful consideration must be given to the

policy issues that surround the establishment of such a program.

The Commibsion recommends that the study of a cafete-

ria-style benefit program for teachers and state employees be

continued and that it should be properly funded to allow the

Commission to determine the benefit needs of the teachers and

state employees. The Commission further recommends the addition
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of four non-legislator members, two appointed by the Speaker of

the House of Representatives and two appointed by the President

Pro-Tern of the Senate, these members to have expertise about

employee benefits or cafeteria-style benefit programs. (See

Appendix D for proposed legislation to implement this recommenda-

tion. )

The Commission finds that the Revenue Laws Study Committee

of the Legislative Research Commission is recommending legis-

lation to modify the North Carolina child care tax credit, which

has, through the process of amendment of the Internal Revenue

Code, become less favorable than the federal provision it was

supposed to track.

The Commission recommends that the General Assembly ratify

the bill being proposed by the Revenue Laws Committee of the

Legislative Research Commission to amend Chapter 105 of the

General Statutes to make the North Carolina child care tax credit

equal to that provided by the Internal Revenue Code.
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GENERAL ASSEMBLY OF NORTH laROLINA

1983 *^ESSION (REGULAR SESSION, 1984)

RATIFIED BILL

CHAPTTR 1112
HOUSE BILL 7 38

AN ACT AUTHOaiZING STUDIES BY THE LEGISLATIVE RESEAPCH
CO .1 MIS SI ON, AUTHORIZING ADDITIONAL STUDIES, AND MAKING VARIOUS
APPRO['RI ATIONS FOR STUDIES.

The Genoial Assembly of North Carolina enacts:

Sec. 12. Coomission on a Cafoteria-Styie Benefi
Program for Teachers and State EmployGes (H. J. R. . 103 2-Hayden) . .

(a) Tho Commission on a Cafeteria-Style Beueii
Program for Teachers and State Employees is hereby created.

(b) The Commission on a Cafeteria-Style Benefi
Program for Teach(jrr; and State Employees shall study t

feasibility of establishing a cafeteria-style benefits progr
for all teachers and State employees. The Commission shall stm
the current benefits offered by the State to determine which,
any, of these benefits could be incorporated into a cafeteri.

style benefits program and shall also study benefits not offer
by the State to deternine whether additional benefits could
offered through a cafeteria-style benefits program. T

Commission sh'll determine tho dollar amount of benefits th
could l,e allocated to each em[)loyee under a cafeteria-sty
benefits program and the cost to the employee of each benef
that could be included in this type program. The Commissi'
shall consider whether any restrictions, such as a specifi-
uaiting period or a physical examination, should apply to t:

selection of any benefits.
(c) The Commission shall be composed of the follow!

10 members:
(1) five Representativv s appointed by the Speaker

the House;
(2) five r.enators appointed by the President P

Tempore.
(d) All a[^pointaents shall be made not later th.

August 1, 1984. All vacancies shall be filled by the appointi
officer. The SpeakOi. and the President Pro Tempore shall ea'

choose a cochairman from the membership of the Coaaissio
Either cochairman may call the first meeting of the Commission.

(e) Members of the Commission shall receive subsister
and travel allowances at the rate set forth in G.S. 120-3. 1.

(f) The Legislative Services Commission shall provi
staff assistance to the Commission. The Commission may hold i

B'^etings in the legislative buildings.
(g) The Commission shall make a report to the Gener

Assembly on or before February 15, 1985, containiiig t

recommendations of the Commission as to the need, if any, f

changes in existing statutes or the need for new statutes. T
Comn- sion shall terminate upon submission of its report.

(h) There is appropriated from the General Fund to t

General Asembly the sum of ten thousand dollars ($10,000) f

the I'jei-SS fiscal year to implement the provision: of th
section.
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Subject ot :;jtuUj;: Caf ot-^ria-i.ty i<-' bcnrfits for tcachor:;
and State; employees

ftuthorizaLion li r :.tuJy: II. J. ;!. 10.J2, and ^ 1.', (:hant<;r
^^^?., TJU3 5cr.:iior. !.awr;

Entity to comluct .'tu''y: c'<-) miQii.:.:Lon on a Ca fctori..i-r.tylfi

Hont'fits rro«jrain i nv T<aclitr.'-.

ami .St iit o Ki^ploy » ^^^.^<

liopott to rinl (lali-: cUiuTal A;;:;t'nbl y , an 'v hciCoro FrhruaLy

Pronidr:. t Pro 'lorppon.'* fj Ap|)ointmi.'n tj-; Spf . kor' s A;-)pointQ«.'ntn

Son. LuLd Tally, Ft'^p. Hai'iartit D. liayd(>n,

Cochairman Coch ai rniau

3 100 Tallywoo.^ Drivf; P. <l. Ijnx 40

Fayettevillc, H. C. 28303 f.parta, N. . C. 2867^
Tol: 9 19/ 4B4-a06H Tel- ')]<J/ 372-4966

Son. Mcilvin U. Daniels, Jl. Rop. Cliarlf.-s M. IJoaLl

Box 346 Rt. 3, [lox 322
Elizabeth City, N. C. 27909 Clyde, U. C, 2072 1

Tel: 91^1/ 330-2141 Tel: 704/627-2423

Sen. .J. .1. ilarriiiq ton Rep. . Ray C. Fletcher
P. O. Dox 513 P. .0. nox 60

Lewiston/Woodville, N. . C. .
27049 Valdose, !1 . C. 2fl690

Tel: 919/ 340-2192 Tol: 704/ 074-070 1

.Sen-.JamG:3 D. 5pe,-d Kei. . Maiqaret Stamey
Boute 6, Dox 474 6201 ^r^old I'oad

I.ouisburq, N. C 27549 RaJetqh, H<, C. . 27607
Tel: 919/ 153-2 167 Tol: 919/ 51-0 49'")

Sen. .Marvin Hard Rep. . Hil] iara T. .Ha.tkitis

C4l Yorkshire fvoad 111 Gilliam Street
HiDston-Salem, N. C. 27106 P. .0. Dox 247
Tel: 919/ 724-9104 Oxford, IJ. C. 27565

lol: 91^'/ 69 3-0.16 1

Profesi^ional Staff: Mr. Kenneth T. .Levenbcok Tel: 733-6660
Ms. .Dianne Dunlap Tel: 733-2570
Legislative Services Office

Clerical staff: Ms. Karen H. Blow Tel: 733-7727 (o)

76 1-3656 (h)
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Appendix C

Persons Making Presentations
to the

Commission on a Cafeteria Style Benefits Program
for Teachers and State Employees

October 12, 1984
Sam Badgett , Director of Employee Relations, Office of State

Personnel
Jim Burch, Deputy Assistant Superintendent of Personnel

Services, Department of Public Instruction
Durward F. "Butch" Gunnells, State Employees Association of

North Carolina
Pat Mullen, North Carolina Association of Educators
Raymond Sarbaugh, North Carolina Association of School

Administrators
Jan Halen, North Carolina School Boards Association

November 20, 1984
Tom Cavanaugh, Consulting Actuary and Director of Services

for Governmental Systems, Buck Associates
Murray Hulse, Benefit Consultant, Buck Associates
Yvonne Brannon, Research Director, Urban Center at North

Carolina State University
J. Thomas Lundy, County Manager, Catawba County
Norman F. Crews, Executive Vice President, Industrial

Insurance Management Corporation, Catawba County

December 14, 1984
Nellie Riley, Office of State Personnel
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Appendix D

A BILL TO BE ENTITLED
AN ACT TO CONTINUE THE WORK OF THE COMMISSION ON A CAFETE-
RIA-STYLE BENEFITS PROGRAM FOR TEACHERS AND STATE EMPLOYEES AND
TO APPROPRIATE FUNDS TO CONTINUE THE STUDY.

Whereas, Section 12 of Chapter 1112 of the 1983 Session Laws
created the Commission on a Cafeteria-Style Benefits Program for
Teachers and State Employees to study the feasibility of estab-
lishing a program of flexible benefits for North Carolina; and

Whereas, the Commission, after four meetings, determined that it
was feasible to implement a system of flexible benefits for state
employees and teachers, but that the form and content of the
program required considerable additional study; and

Whereas, the Commission after reviewing the current federal
income tax provisions and regulations and the proposed flat tax
plans, including the United States Treasury Department's plan
which would have a dramatic effect on the utility of a cafete-
ria-style benefits program, has determined that the implementa-
tion of any program should be delayed until the tax consequences
of the program can be determined; and

Whereas, the Commission determined that it should be increased
by the addition of four members, two appointed by the Speaker of
the House of Representatives and two appointed by the President
Pro-Tern of the Senate, who should have expertise in the area of
employee benefits or cafeteria-style benefit programs; and

Whereas, the Commission should be adequately funded to allow it
to return to the General Assembly in 1987 with a cafeteria-style
benefit program in the proper form for ratification; NOW, THERE-
FORE,

The General Assembly of North Carolina enacts:

Section 1. Subsection (c) of Section 12 of Chapter 1112 of
the 1983 Session Laws is rewritten to read:

" (c) The Commission shall consist of the following 14
members:

(1) five Representatives appointed by the Speaker of
the House of Representatives;

(2) five Senators appointed by the President Pro-Tern
of the Senate;

(3) two non-legislator members appointed by the
Speaker of the House of Representatives;

(4) two non-legislator members appointed by the
President Pro-Tem of the Senate;
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The four non-legislator members shall be people
with expertise in the area of employee benefits or cafete-
ria-style benefit programs."

Sec. 2. The first sentence of Subsection (d) of Section 12

of Chapter 1112 of the 1983 Session Laws is rewritten to read:
"All appointments shall be made within 30 days of the ratifica-
tion of this act."

Sec. 3. Subsection (e) of Section 12 of Chapter 1112 of the
1983 Session Laws is rewritten to read: " (e) Members of the
Commission who are legislators shall receive subsistence and
travel allowances at the rate set forth in G.S. 120-3.1. Members
of the Commission who are non-legislators shall receive subsis-
tence and travel allowances at the rate set forth in G.S. 138-5."

Sec. 4. Subsection (g) of Section 12 of Chapter 1112 of the
1983 Session Laws is rewritten to read: "(g) The Commission shall
report to the 1987 Session of the General Assembly."

Sec. 5. There is appropriated from the General Fund to the
General Assembly the sum of twenty-five thousand dollars
($25,000) for the fiscal year 1985-86 for the purpose of
continuing the work of the Commission on a Cafeteria-Style
Benefits Program for Teachers and State Employees for the
1985-1987 biennium.

Sec. 6. This act shall be effective upon ratification.






